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FIGURE 2 
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FIGURE 4 
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FIGURE 6 

35 CPR Schedules for Cap at 1.00% Outstanding Balance 
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FIGURE 8 
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1. 

METHOD FOR ALLOCATING PRINCIPAL 
PAYMENTS UTILIZING CAPPED 

NON-ACCELERATED/ACCELERATED 
SECURITIES 

This application claims priority from U.S. Provisional 
Application Ser. No. 60/513,223 filed Oct. 23, 2003. The 
entirety of that provisional application is incorporated herein 
by reference. 

10 

BACKGROUND 

1. Field of the Invention 
The present invention relates generally to financial instru 

ments, and more particularly, relates to a specific allocation of 
principal payments for securities with structured cash flows, 
Such as, but not limited to, structured mortgage-backed secu 
rities, securities based on account receivables, student loans 
or credit card receivables. 

2. Related Art 
In the mortgage market, consumers (or borrowers) pur 

chasing a home usually borrow funds from a lender (e.g., a 
bank, finance company or the like, who are also called "origi 
nators' or “lenders”). As is well known in the relevant art(s), 
the legal document by which the mortgaged property is used 
to guarantee repayment of the loan is known as a mortgage (or 
mortgage loan). 

In order to have funds to meet additional consumer demand 
for home mortgages, lenders generate and liberate capital by 
selling the mortgages they originate into the secondary mar 
ket, keeping the supply of money for housing more widely 
available and ultimately lowering costs to borrowers. 
The majority of mortgages sold into the secondary market 

are sold directly or indirectly to the Federal Home Loan 
Mortgage Corporation (“Freddie Mac') or the Federal 
National Mortgage Association (“Fannie Mae'), although 
Some are sold to other market conduits. In order to generate 
funds to buy more mortgages, these secondary market entities 
create securities backed by the purchased mortgages. These 
securities, which in their most basic form, pass through the 
borrowers payments to investors are referred to as "mortgage 
pass-through securities” or mortgage-backed securities 
(“MBS). 
MBS serve only a segment of the mortgage-backed secu 

rities market. Other investors, including many institutional 
investors, purchase or hedge in securities backed by MBS, or 
securities that are resecuritized. In its simplest terms, a rese 
curitization means that a new security is created using another 
security as the underlying collateral; in much the same way 
that mortgages are the underlying collateral for MBS, MBS 
are often the collateral for another mortgage-related security. 
These resecuritizations may be combined (sometimes several 
times) into various structures that are layers removed from the 
original mortgages and even the MBS. Each security, how 
ever, is based directly or indirectly on the income stream of 
borrower mortgage payments. 

These structured securities typically have complex rules 
for payment allocations to investors. An example of a struc 
tured transaction known by those in the relevant art(s) is a 
Real Estate Mortgage Investment Conduit (“REMIC). A 
REMIC is comprised of multiple classes of mortgage-related 
securities in which cash flows from the underlying collateral 
are allocated to individual “classes' (sometimes called 
“bonds' or “tranches') with varying maturities and principal 
and interest payment priorities. REMICS are popular trans 
actions within the mortgage investment industry because of 
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2 
their flexibility instructuring mortgage payment cash flows to 
suit specific investor risk and return thresholds related to 
these risks. 

Investors in any mortgage-related security are exposed to a 
number of associated risks, including prepayment risk and 
reinvestment risk, in addition to the usual risks associated 
with investment insecurities. An investorina REMIC tranche 
may base its investment decision upon (i) maximizing static 
yield (i.e., the annual percentage rate of return earned on a 
security) without regard to reinvestment risk, or (ii) risk 
adjusted returns (as described below). 
As will be apparent to those skilled in the relevant art(s), 

the following discussion applies not only to mortgage-related 
securities, generally, but to other structured and asset-backed 
securities as well. 
The weighted average life (or “WAL) of a security refers 

to the average number of years that the security is outstanding 
(i.e., until a investor receives its final payment on that Secu 
rity). The WAL of a particular class of an asset-backed secu 
rity, Such as a mortgage-related security, will depend prima 
rily on the rate of principal payments—a combination of 
scheduled payments and unscheduled payments (or “prepay 
ments”)—on the underlying assets. 
WAL variability of a mortgage-related security is driven 

primarily by prepayments. A prepayment on a mortgage 
occurs whenever a borrower exercises its option to prepay, 
partially or fully, a mortgage at any time. Prepayments, which 
result from Voluntary or involuntary sales of homes, refinanc 
ings or any other unscheduled principal payments, are diffi 
cult to predict because borrower behavior is difficult to pre 
dict. 

Prepayment risk is closely related to reinvestment risk. 
When prepayments occur and an investors investment is 
returned as a result, the investor is exposed to reinvestment 
risk (i.e., the risk of investing funds at a lower rate of return 
and/or with a different risk profile). For example, in a declin 
ing interestrate environment, the returned funds likely will be 
reinvested at lower rates, reducing the investors investment 
yield, assuming the investor wants to remain in investments 
with comparable risks. In fast prepayment environments, 
investors may fail to recover any premiums paid when they 
purchased their mortgage-related securities because their 
principal is returned at par value (i.e., face value or the amount 
that the issuer agrees to pay at the maturity date). For 
example, an investor may pay S103 for a security with a S100 
principal amount, but if the security prepays, the investor will 
receive only S100 in principal. 
The description of the following embodiments of the 

present invention focuses on principal payments, although 
most, but not all, mortgage-related Securities have both an 
interestand principal payment component. The interest, how 
ever calculated for a particular class of securities, is generally 
calculated on the basis of the then-outstanding principal bal 
ance of the security, which is in turn based directly or indi 
rectly on the then-outstanding balance of the underlying 
mortgages. 

It is a challenge to structure cash flows from these under 
lying payments that efficiently fulfill investors yield require 
ments, taking into consideration differing investor risk pos 
tures, or willingness to invest in cash flows with more or less 
WAL variability. Prevailing interest rates are the leading indi 
cator for predicting prepayments. Predicting when a borrower 
may elect to exercise its option to prepay its mortgage obli 
gation is an uncertainty at all times, however, and among 
other risks, manifests itself in two major risk scenarios. 

Call risk is a specific risk typically associated with declin 
ing interest rates. When interest rates decline, the borrower 
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may choose to exercise the right to prepay its mortgage, 
perhaps through refinancing, and take out a mortgage at a 
prevailing lower rate. In this scenario, the investor would 
prefer that the borrower not refinance or otherwise prepay the 
mortgage because the investor is getting a higher interest rate 5 
return than current market. Any full or partial prepayments by 
the borrower are passed through to the investor, who must 
then reinvest those funds, presumably at prevailing lower 
market rates. 
On the other hand, extension risk typically exists when 10 

interest rates increase. The borrower may choose to pay the 
mortgage according to the original amortization schedule 
(and correspondingly lower rate) or repayment term (e.g., 30 
years), effectively extending the full repayment of principal 
as long possible over the term of the loan. The borrower has 15 
no economic incentive to prepay early or refinance and bor 
row funds at higher rates. In contrast, the investor would 
prefer that the borrower prepay the mortgage early in this 
situation so that the funds could be reinvested at prevailing 
higher market rates. For an investor, this scenario creates a 20 
risk of extending the investment longer than anticipated, 
based on the predictions described above. 

In the relevant art(s), certain structured securities (e.g., 
REMICs) are used to address investor call and extension risk. 
For example, REMICs distribute cash flows received from the 25 
underlying mortgages and mortgage-related securities 
through the various REMIC classes, designed to redistribute 
the risks along with the cash flows in accordance with inves 
tors’ needs and risk tolerances. Each class within a REMIC 
has its own payment priority (which may shift under certain 30 
scenarios), which determines, to the extent possible, whether 
the WAL variability of a particular class will be more or less 
stable (or have more or less predictable risk). 

Prior mortgage-related securities structures have 
attempted to address the above-described investment risks in 35 
structures designed to provide call and extension risk protec 
tion. For example, previous REMIC securities offerings have 
used generic non-accelerated security/accelerated security 
(NAS/AS) Classes in their structures. In those structures, the 
NAS Class usually received principal payment allocations 40 
more slowly than its underlying collateral in the early stages 
of the transactions cash flow stream, with the percentage of 
payments allocated to the NAS Class increasing over time. 
Since payments on a NAS Class are linked to payments on 
one or more AS Classes, the AS Class(es), conversely, 45 
received a greater allocation of principal payments in the 
early periods. NAS and AS Classes redirected principal pay 
ments from and to each other at varying rates as a function of 
time only. 

Prior structures using NAS/AS Classes, however, did not 50 
provide NAS Class investors with call risk protection during 
later payment periods or fast prepayment scenarios. In other 
words, NAS investors could receive a return of their invest 
ment earlier than anticipated if prepayments on the underly 
ing mortgages accelerated. 55 

Given the foregoing, what is needed is a method for allo 
cating principal payments for mortgage-related securities that 
more effectively addresses the above-described risk scenarios 
with a more defined distribution of prepayment and reinvest 
ment risks. 60 

DESCRIPTION OF THE FIGURES 

FIG. 1 illustrates a computer system 100, according to one 
embodiment of the invention. 65 

FIGS. 2-3 illustrate a 5% CPR scenario, according to one 
embodiment of the invention. 

4 
FIGS. 4-5 illustrate a 9% CPR scenario, according to one 

embodiment of the invention. 
FIGS. 6-7 illustrate a 35% CPR scenario, according to one 

embodiment of the invention. 
FIG. 8 illustrates weighted life average (WAL) compari 

sons between Non-Capped NAS/AS and Capped NAS/AS 
scenarios, according to one embodiment of the invention. 

FIG. 9 illustrates the relative decrement sensitivity com 
parisons between the 5%, 9%, and 35% CPR scenarios. 

BRIEF SUMMARY OF EMBODIMENTS OF THE 
INVENTION 

The present invention is directed to a system and method 
for allocating principal payments for securities with struc 
tured cash flows. 

In an embodiment, the present invention is directed to a 
method for allocating principal payments by creating Capped 
NAS/AS securities classes. Both scheduled and unscheduled 
principal prepayments are redirected, Subject to a maximum 
percentage, or cap, as determined by formula. Embodiments 
of the present invention are described in terms of comparing 
the payment priority rules in previous transactions featuring 
Non-Capped NAS/AS Classes and the Capped NAS payment 
rule, as described in the example below. This is for conve 
nience only and is not intended to limit the application of the 
present invention. In fact, after reading the following descrip 
tion, it will be apparent to one skilled in the relevant art(s)how 
to implement the following invention in alternative embodi 
mentS. 

A Capped NAS Class, according to one embodiment of the 
present invention, is a class in a securities offering (e.g., a 
REMIC) representing part of a structure generally comprised 
of numerous classes having differing payment priorities. The 
Capped NAS Class embodies a customized payment rule that 
addresses a specific investor risk concern. More specifically, 
one embodiment of the present invention is an innovative 
Capped NAS payment rule, or cash flow allocation, used 
within a structure to redirect principal in Such a way as to 
redistribute or mitigate call risk (i.e., the risk that an investor 
will receive a return of investment sooner than expected). 
The Capped NAS payment rule, according to one embodi 

ment of the present invention, is a novel payment priority rule 
that redistributes risks related to the borrower's prepayment 
option through prioritization of the cash flows among the 
NAS/AS Classes, allowing for the efficient creation of classes 
with more and less WAL stability to meet specific investors 
needs. Thus, the Capped NAS payment rule creates the poten 
tial for improved arbitrage opportunities (i.e., purchasing 
securities for re-sale in order to profit from price discrepan 
cies) by redistributing yield and risk. 

BRIEF DESCRIPTION OF EMBODIMENTS OF 
THE INVENTION 

Capped NAS Payment Rule 

The following scenario, set forth in Table 1, illustrates the 
application of the Capped NAS payment rule. Assume a struc 
tured transaction comprised of numerous classes, including, 
for the sake of simplicity, one NAS and one AS Class. In 
months 1-12 the AS Class received 100% of the principal; in 
months 13-24, it received 75%; and so on. In other words, the 
AS Class first received more, and then less, of its “share” of 
the underlying collateral, while the NAS received 0%, 25%, 
and so on (less, and then more). This Non-Capped scenario is 
illustrated in Table 1 and the accompanying formula (I) 
below. 
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TABLE 1. 

Month <= Shift % of Principal to the NAS Class 

12 O% 5 
24 25% 
36 SO% 
84 75% 

120 100% 
10 

The “Non-Capped NAS/AS payment rule applies formula 
(I): 

Principal Payment to the NAS Class=Shift %* Princi 15 
pal available (1) 

The Capped (or modified) NAS payment rule provides 
another control mechanism for risk distribution particularly 
during later payments within the structure when a larger 
percentage of principal is being directed toward the NAS. 
Because the Capped NAS payment rule imposes a cap upon 
the amount of principal distributed to the NAS class, it pro 
vides additional call risk protection for the NAS Class while 
maintaining its extension protection. Thus, in an embodiment 
of the invention, a Capped NAS/AS Class combination uses 
payment rule (2): 

25 

Principal Payment to the NAS Class=Minimum of 
{(Multiplier X%*Shift%*Prepaid Principal 
available+Multiplier Y%*Shift %* Amortized 
Principal available), (Cap): 30 (2) 

Note: the multiplier X and Y may or may not be used to 
affect the relative percentages of prepaid versus amor 
tized principal. 

wherein: 35 

Cap=Z%*Collateral Balance: 

or, in an alternate embodiment: 
Cap=Z%*Collateral Balance Shift %. 40 

In the above payment rule, Z is typically a small percentage 
ranging from 0.5% to 2.0% as determined by the structurer of 
the security. In later periods when the Shift percentage is 
greater than Zero, after the lockout has expired, the Cap pro- 45 
vides a limit to the maximum amount of principal that may be 
directed towards the NAS Class. In those periods when pre 
payments are large, the Cap will provide call risk protection to 
the NAS Class, and thus reinvestment risk protection to the 
Class investor, by distributing principal in excess of the Cap 50 
to the AS Class. 

In periods of slow prepayments (generally periods of higher 
interest rates when it is desirable for an investor to have its 
principal returned) the Cap will not impede the amount of ss 
principal otherwise available for distribution to the NAS 
Class, as per the Shift percentage, since in these periods the 
principal available will likely be less than the Cap. 

In this example, the NAS Class is entitled to receive an 
allocation of principal up to the priority amount before any 60 
principal received on the underlying assets is payable to the 
AS Classes. Each priority amount includes prescribed allo 
cations of scheduled principal payments and prepayments on 
the underlying mortgages that vary over time. 
As a result of these allocations, under many prepayment 65 

scenarios the WALs of the NAS Class should be more stable, 
and those of the AS Class less stable, than would be the case 

6 
if they received principal payments in a strictly pro rata or 
sequential manner, or in a Non-Capped NAS/AS structure. 

Example Embodiments 

FIGS. 2-9 present several examples of embodiments of the 
present invention, which illustrate the relative WAL between 
a Capped NAS and a Non-Capped NAS cash flow stream 
under three prepayment speed assumptions. The three pre 
payment speeds used will represent a 5% CPR (Constant 
Prepayment Rate) scenario, a 9% CPR scenario, and a 35% 
CPR scenario. CPR is a standardized, industry measure used 
to calculate the percentage of outstanding principal that is 
likely to be prepaid over a 12-month period. 

Structure Description. In the following examples, the pay 
ment rules for both the Capped NAS and the Non-Capped 
NAS are identical with the exception of the addition of the 
Capped NAS priority payment rule. Assume that both struc 
tures are collateralized with S100 million of mortgage pass 
through certificates, which are structured into a $25 million 
NAS Class and a S75 million AS Class. Both structures dis 
tribute scheduled and unscheduled principal to the NAS Class 
according to the Shift Percentage. The Capped NAS struc 
ture, however, adds an additional condition, which in certain 
prepayment environments modifies the amount of total prin 
cipal allocated to the NAS and AS Class in the capped struc 
ture. To further illustrate this rule, we will calculate the dis 
tribution amounts using 5%, 9% and 35% CPR. 

Principal Shift % Amount. The Shift Percentage deter 
mines the amount of prepayments allocated between the 
Capped NAS and AS Classes. The shift percentages in this 
example for both the Capped NAS/AS structure and the Non 
Capped NAS/AS structure are as follows: For each payment 
period 0 to period 12.0% will be distributed to the NAS Class. 
For each payment period 13 to period 24, 25% will be dis 
tributed to the NAS Class. For each payment period 25 to 
payment period 36.50% will be distributed to the NAS Class. 
For each payment period 37 to payment period 84, 75% will 
be distributed to the NAS Class. And for each payment period 
over 84, 100% of scheduled and unscheduled principal will 
be distributed to the NAS Class. 

5% CPR Example 
Non-Capped NAS Principal Distribution Amount. FIGS. 

2-3 illustrate the example of a 5% CPR, according to one 
embodiment of the present invention. FIG. 2 illustrates an 
overview graph of the cash flow data of FIG. 3. FIG. 3 illus 
trates cash flow data associated with 5% CPR. As set forth in 
FIG.3, in month one (1), there is $424.905.27 (line 1, column 
4) of principal prepayments available and S381.356.69 (line 
1, column3) of scheduled principal available for distribution. 
The calculated amount of principal payable to the NAS Class 
will equal $424,905.27*0%+$381,356.69*0%=S0. In month 
45, S286,899.79 (line 45, column 4) of unscheduled and 
S378,854.25 (line 45, column 3) of scheduled principal is 
available for distribution. Applying the shift percentage dis 
tribution formula results in 
(S286,899.7875%)+(S378,854.25*75%)=$499,315.53 pay 
able to the NAS Class. 
Capped NAS Total Principal Distribution Amount. As set 

forth in FIG. 3, in payment one (1) using 5% CPR, the col 
lateral balance=$99,193.738.04 (line 1, column 2). The Cap 
Amount is 1%*$99,193.738.04=S991,937.38 (line 1, column 
5). Therefore, the amount payable to the NAS Class in pay 
ment month 1 is the Minimum of (S0) or (S991,937.38)=S0. 
In payment month 45, the cap amount is 
1%*S66,976,488.56-S669,764.89 (compare line 45, column 



US 7,587,351 B1 
7 

2 against column 5). In payment month 45, the amount pay 
able to the NAS Class is the Minimum of $499,315.53 or 
S669,764.89=$499,315.53. As evidenced by this example, 
the distribution amounts for both the Capped NAS and Non 
Capped NAS are identical using the 5 CPR assumption. 
9% CPR Example 
Non-Capped NAS Principal Distribution Amount. FIGS. 

4-5 illustrate the example of a 9% CPR, according to one 
embodiment of the present invention. FIG. 4 illustrates an 
overview graph of the cash flow data of FIG. 4. FIG. 5 illus 
trates cash flow data associated with 9% CPR. As set forth in 
FIG.5, in month one (1), there is $779,856.61 (line 1, column 
4) of principal prepayments available and S381.356.69 (line 
1, column3) of scheduled principal available for distribution. 
Both principal amounts will be multiplied by the shift per 
centage to determine the amount of principal payable to the 
NAS Class. The AS class will receive the remaining amount 
of available principal after the NAS Class is paid its distribu 
tion amount. According to Equation (2) set forth above, in 
month one (1), the calculated amount of principal payable to 
the NAS Class will equal 
(S779,856.61*0%)+(S381,356.69*0%)=S0. In month 45, 
$449,729.56 of principal prepayments and S323,571.84 of 
scheduled principal is available for distribution. Applying the 
Shift percentage distribution formula results in 
(S449,729.56*75%)+(S323,571.84*75%)=$579,976.05 
(line 45, column 15) payable to the NAS Class. 
Capped NAS Total Principal Distribution Amount. The 

Capped NAS/AS structure adds a condition to the amount 
payable to the NAS Class. The condition establishes a maxi 
mum limit to the amount distributed to the NAS Class. The 
Capped NAS distribution rule=Min (Principal Shift % 
Amount), (Cap). In this example, the cap is specified to 
equal (1%the collateral balance in the current month), where 
the “collateral balance' is the unpaid principal balance of the 
underlying assets. In payment month one (I) under the pre 
payment speed assumption of 9% CPR, the collateral bal 
ance=S98,838,786.69 (line 1, column 2). The Cap is 1%*S98, 
838,786.69–S988,387.87. The amount payable to the NAS 
Class in payment month one (1) is the Minimum of (S0) or 
(S988,387.87)=S0. In payment month 45, the cap amount is 
1%*$56,998.585.21=S569,985.85. In payment month 45, the 
amount payable to the NAS Class is the Minimum of $579, 
976.05 (line 45, column 15) or $569,985.85=S569,985.85. 
35% CPR Example 
Non-Capped NAS Principal Distribution Amount. FIGS. 

6-7 illustrate the example of a 35% CPR, according to one 
embodiment of the present invention. FIG. 6 illustrates an 
overview graph of the cash flow data of FIG. 7. FIG. 7 illus 
trates cash flow data associated with 35% CPR. As set forth in 
FIG. 7. In month 1, there is $3,512,739.07 (line 1, column 4) 
of pre-paid principal available and S381.356.69 (line 1, col 
umn 3) of scheduled principal available for distribution. The 
calculated amount of principal payable to the NAS Class will 
equal (S3,512,739.07*0%)+(S381,356.69*0%)=S0. In 
month 45, $589,901.86 (line 45, column 4) of unscheduled 
and S94,225.38 of scheduled principal is available for distri 
bution. Applying the shift percentage distribution formula 
results in 
(S589,901.86*75%)+(S94,225.38*75%)=$513,095.43 pay 
able to the NAS Class. 
Capped NAS Total Principal Distribution Amount. As set 

forth in FIG. 7, in payment month one (1) using 35% CPR, the 
collateral balance=S96,105,904.23 (line 1, column 2). The 
Cap Amount is 1%*S96,105,904.23=S961,059.04. There 
fore, the amount payable to the NAS Class in payment month 
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8 
one (1) is the Minimum of (S0) or (S961,059.04)=S0. In 
payment month 45, the cap amount is 
1%*S16,139,272.05-S161,392.72 (line 45, column 5). In 
payment month 45, the amount payable to the NAS Class is 
Minimum of $513,095.43 or S161,392.72=S161,392.72. As 
evidenced in this example, the amount payable to the NAS 
Class is significantly limited by the Cap condition. 

This is further illustrated in the WAL table illustrated in 
FIG.8. The WAL comparison tables further demonstrate that 
the Capped AS Class is clearly less stable than the Non 
Capped AS Class, which implies that the Capped NAS Class 
is more stable than the Non-Capped NAS Class. FIG. 9 fur 
ther illustrates the relative decrement sensitivities between 
the Capped NAS and the Non-Capped NAS under 5% (col 
umns 1-5), 9% (columns 1-5), and 35% (columns 1-5) CPR. 

Computer Embodiments 

Embodiments of the present invention (process 100 or any 
part(s) or function(s) thereof) may be implemented using 
hardware, software or a combination thereof and may be 
implemented in one or more computer systems or other pro 
cessing systems. However, the manipulations performed 
were often referred to in terms, such as adding or comparing, 
which are commonly associated with mental operations per 
formed by a human operator. No Such capability of a human 
operator is necessary, or desirable in most cases, in any of the 
operations described herein, which form part of the present 
invention. Rather, the operations are machine operations. 
Useful machines for performing the operation of embodi 
ments of the present invention include general purpose digital 
computers or similar devices. 

In fact, in one embodiment, the invention is directed toward 
one or more computer systems capable of carrying out the 
functionality described herein. An example of a computer 
system 100 is shown in FIG. 1. 
The computer system 100 includes one or more processors, 

such as processor 104. The processor 104 is connected to a 
communication infrastructure 106 (e.g., a communications 
bus, cross-over bar, or network). Various software embodi 
ments are described in terms of this exemplary computer 
system. After reading this description, it will become appar 
ent to a person skilled in the relevant art(s) how to implement 
the invention using other computer systems and/or architec 
tures. 

Computer system 100 can include a display interface 102 
that forwards graphics, text, and other data from the commu 
nication infrastructure 106 (or from a frame buffer not shown) 
for display on the display unit 130. 
Computer system 100 also includes a main memory 108, 

preferably random access memory (RAM), and may also 
include a secondary memory 110. The secondary memory 
110 may include, for example, a hard disk drive 112 and/or a 
removable storage drive 114, representing a floppy disk drive, 
a magnetic tape drive, an optical disk drive, etc. The remov 
able storage drive 114 reads from and/or writes to a remov 
able storage unit 318 in a well-known manner. Removable 
storage unit 118 represents a floppy disk, magnetic tape, 
optical disk, etc., which is read by and written to by remov 
able storage drive 114. As will be appreciated, the removable 
storage unit 118 includes a computer usable storage medium 
having stored therein computer software and/or data. 

In alternative embodiments, secondary memory 110 may 
include other similar devices for allowing computer programs 
or other instructions to be loaded into computer system 100. 
Such devices may include, for example, a removable storage 
unit 122 and an interface 120. Examples of such may include 
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a program cartridge and cartridge interface (such as that 
found in video game devices), a removable memory chip, 
Such as an erasable programmable read only memory 
(EPROM), or programmable read only memory (PROM)) 
and associated Socket, and other removable storage units 122 
and interfaces 120, which allow software and data to be 
transferred from the removable storage unit 122 to computer 
system 100. 
Computer system 100 may also include a communications 

interface 124. Communications interface 124 allows software 
and data to be transferred between computer system 100 and 
external devices. Examples of communications interface 124 
may include a modem, a network interface (Such as an Eth 
ernet card), a communications port, a Personal Computer 
Memory Card International Association (PCMCIA) slot and 
card, etc. Software and data transferred via communications 
interface 124 are in the form of signals 128 which may be 
electronic, electromagnetic, optical or other signals capable 
of being received by communications interface 124. These 
signals 128 are provided to communications interface 124 via 
a communications path (e.g., channel) 126. This channel 126 
carries signals 128 and may be implemented using wire or 
cable, fiber optics, a telephone line, a cellular link, a radio 
frequency (RF) link and other communications channels. 

In this document, the terms "computer program medium’ 
and “computer usable medium' are used to generally refer to 
media Such as removable storage drive 114, a hard disk 
installed in hard disk drive 112, and signals 128. These com 
puter program products provide Software to computer system 
100. Embodiments of the invention are directed to such com 
puter program products. 

Computer programs (also referred to as computer control 
logic) are stored in main memory 108 and/or secondary 
memory 110. Computer programs may also be received via 
communications interface 124. Such computer programs, 
when executed, enable the computer system 100 to perform 
the features of embodiments of the present invention, as dis 
cussed herein. In particular, the computer programs, when 
executed, enable the processor 104 to perform the features of 
embodiments of the present invention. Accordingly, Such 
computer programs represent controllers of the computer 
system 100. 

In an embodiment where the invention is implemented 
using software, the Software may be stored in a computer 
program product and loaded into computer system 100 using 
removable storage drive 114, hard drive 112 or communica 
tions interface 124. The control logic (software), when 
executed by the processor 104, causes the processor 104 to 
perform the functions of embodiments of the invention as 
described herein. 

In another embodiment, the invention is implemented pri 
marily inhardware using, for example, hardware components 
Such as application specific integrated circuits (ASICs). 
Implementation of the hardware state machine so as to per 
form the functions described herein will be apparent to per 
sons skilled in the relevant art(s). 

In yet another embodiment, the invention is implemented 
using a combination of both hardware and Software. 

CONCLUSION 

While various embodiments of the present invention have 
been described above, it should be understood that they have 
been presented by way of example, and not limitation. It will 
be apparent to persons skilled in the relevant art(s) that vari 
ous changes in form and detail can be made therein without 
departing from the spirit and scope of the present invention. 
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10 
For example, the Capped NAS payment rule has been 
described above with respect to the Agency mortgage-related 
securities market, but has application to non-Agency mort 
gage-related securities, as well as any type of security with 
structured cash flows (i.e., based on expected or recurring 
cash flows). Thus, the present invention should not be limited 
by any of the above-described exemplary embodiments. 

In addition, it should be understood that the Figures 
described above, which highlight the functionality and 
advantages of the present invention, are presented for 
example purposes only. The architecture of the present inven 
tion is sufficiently flexible and configurable, such that it may 
be utilized in ways other than that shown in the Figures. 

Further, the purpose of the Abstract and the Summary are to 
enable the U.S. Patent and Trademark Office and the public 
generally, and especially the Scientists, engineers and practi 
tioners in the art who are not familiar with patent or legal 
terms or phraseology, to determine quickly from a cursory 
inspection the nature and essence of the technical disclosure 
of the application. The Abstract and the Summary are not 
intended to be limiting as to the scope of the present invention 
in any way. 
What is claimed is: 
1. A computer-implemented method of prioritizing princi 

pal payments for structured cash flow securities to efficiently 
distribute yield and risk, the method comprising: 

structuring a package of NAS Class securities using a pro 
cessor, 

structuring a package of AS Class securities using the 
processor, 

determining, using the processor, an amount of available 
principal to be distributed to the NAS Class and the AS 
Class; 

calculating, according to a predetermined formula and 
using the processor, an amount of principal payable to 
the NAS Class from the available principal, wherein the 
calculated amount of principal payment to the NAS 
Class is Subject to a cap under predetermined circum 
Stances, 

paying the calculated amount of principal payments to the 
NAS Class; and 

paying a remainder amount of the available principal to the 
AS Class, unless the AS Class has been extinguished. 

2. The method of claim 1, wherein the predetermined for 
mula is: 
NAS principal payment—MIN (X %*shift %*prepaid 

principal payments available)+(Y%*shift 96*amortized 
principal payments available), cap, wherein: 
X% and Y% are multipliers used to affect the relative 

percentages of the prepaid versus amortized principal 
respectively, and 

shift 9% is the percentage of principal to be shifted to the 
NAS Class based upon a predetermined shifting 
schedule. 

3. The method of claim 2, further comprising calculating 
the cap as: 

cap=(Z%*collateral balance shift %), wherein Z% is a 
user-determined multiplier. 

4. The method of claim 3, wherein: 
Z% equals one, and 
the cap=(collateral balance shift %). 
5. The method of claim 2, wherein: 
X% and Y% equal one, and 
NAS principal payment-MIN (shift %*prepaid princi 

pal payments available)+(shift %*amortized principal 
payments available), cap. 
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6. The method of claim 5, further comprising calculating 
the cap as: 

cap=(Z%*collateral balance shift %), wherein Z% is a 
user-determined multiplier. 

7. The method of claim 6, wherein: 5 
Z% equals one, and 
the cap=(collateral balance shift %). 
8. The method of claim 2, further comprising issuing a 

structured security including the NAS Class and the AS Class. 
9. The method of claim 2, wherein the structured cash flow 10 

securities are mortgage backed. 
10. The method of claim 2, wherein the structured cash 

flow securities are non-mortgage related business cash flows. 
11. A computer program product comprising a computer 

usable medium having control logic Stored therein which, 15 
when executed by a processor, performs a method for priori 
tizing principal payments for structured cash flow securities 
to efficiently distribute yield and risk, the method comprising: 

structuring a package of NAS Class securities; 
structuring a package of AS Class securities; 
determining an amount of available principal to be distrib 

uted to the NAS Class and the AS Class; 
calculating, according to a predetermined formula, an 
amount of principal payable to the NAS Class from the 
available principal, wherein the calculated amount of 25 
principal payment to the NAS Class is Subject to a cap 
under predetermined circumstances; 

paying the calculated amount of principal payment to the 
NAS Class; and 

paying a remainder amount of the available principal to the 30 
AS Class, unless the AS Class has been extinguished. 

12. The computer program product of claim 11, wherein 
the predetermined formula is: 
NAS principal payment—MIN (X %*shift %*prepaid 

principal payments available)+(Y%*shift 96*amortized 35 
principal payments available), cap, wherein: 

12 
X % and Y 96 are multipliers used to affect the relative 

percentages of the prepaid versus the amortized princi 
pal respectively, and 

shift % is the percentage of principal to be shifted to the 
NAS Class based upon a predetermined shifting sched 
ule. 

13. The computer program product of claim 12, wherein 
the method further comprises calculating the cap as: 

cap=(Z%*collateral balance shift %), wherein Z% is a 
user-determined multiplier. 

14. The computer program product of claim 13, wherein: 
Z% equals one, and 
the cap=(collateral balance shift %). 
15. The computer program product of claim 12, wherein: 
X% and Y% equal one, and 
NAS principal payment-MIN (shift %*prepaid princi 

pal payments available)+(shift %*amortized principal 
payments available), cap. 

16. The computer program product of claim 15, wherein 
the method further comprises calculating the cap as: 

cap=(Z%*collateral balance shift %), wherein Z% is a 
user determined multiplier. 

17. The computer program product of claim 16, wherein: 
Z% equals one, and 
the cap=(collateral balance shift %). 
18. The computer program product of claim 12, wherein 

the method further comprises issuing a structured security 
including the NAS Class and the AS Class. 

19. The computer program product of claim 12, wherein 
the structured cash flow securities are mortgage backed. 

20. The computer program product of claim 12, wherein 
the structured cash flow securities are non-mortgage-related 
business cash flows. 


